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The National Association of Cost Account- 
axtts does not stand sponsor for views expressed 
by the writers of articles issued as Publications. 
The object of the Official Publications of the 
Association is to place before the members 
ideas which it is hoped may prove interesting 
and suggestive. The articles will cover a wide 
range of subjects and present many different 
viewpoints. It is not intended that they shall 
reflect the particular ideas of any individual 
or group. Constructive comments on any of 
the Publications will be welcome. 


Additional copies of this Publication may be 
obtained from the office of the secretary. The 
price to members is twenty-five cents per copy 
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EDITORIAL DEPARTMENT NOTE 


We are presenting at this time the third and last in 
our series of papers on Incentives. While the subject 
matter covered in our previous papers dealt with phases 
of the incentive idea that have become rather well estab- 
lished in a large number of plants, the subject matter of 
this paper is one that is encountered in relatively few 
instances. In fact, it is only within the very recent past 
that the incentive idea has been thought applicable to 
those employees of an organization, the direct result of 
whose work was difficult to measure. 

We feel that the three papers show by exposition and 
application the principles of estabishing a complete incen- 
tive system, but we present these papers with the knowl- 
edge that specific applications can be made only by 
thorough study of the individual case at hand. 

Mr. J. P. Jordan, the author of our paper this time, 
needs no introduction to a large number of our mem- 
bers. He has talked before many of our chapters dur- 
ing this year and in former years. Mr. Jordan’s early 
training was in the field of mechanical engineering and 
his early experience was in actual operative —e 
with particular reference to steel construction. e en- 
tered professional work as a Cost Engineer in 1903 and 
following three years’ service in the public accounting 
field, he resumed actual practice as an Industrial En- 
gineer in 1907. With the exception of two years, during 
which he was connected in an executive capacity with 
a large company, he has been in professional work prac- 
tically continuously since that time, first as the head of 
his own firm cad dene January 1, 1925, as a partner 
in the firm of Stevenson, Harrison & Jordan. 

He is a member of The Institute of —_ -y~ The 
American Society of Mechanical Engineers, The Society 
of Industrial Engineers and The American Management 
Association. He has been interested in our Association 
ee since its organization and has been twice 

ored with the Presidency. He was the General Chair- 
man of the technical sessions at our Tenth Interna- 
tional Cost Conference at West Baden last June and in 
addition gave the opening paper at that Conference. He 
has lectured on organization problems in several _uni- 
versities and is the co-author of “Cost Accounting Prin- 
ciples and Practice”. 
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EXECUTIVE AND KEY MEN INCENTIVES 
INTRODUCTION 


Mo has been published in respect to profit sharing plans, 

some of which were fairly successful, and others unsuccess- 
ful. If it were possible to look behind the scenes in many com- 
panies where schemes of profit sharing are in existence, and apply 
to the various methods in use a measuring stick of real effective- 
ness as compared to newer and later methods, there is no doubt 
but what many so-called successful plans would be found to be not 
as successful as they seem. 

Partly as a result of the 1929 Conference at West Baden, many 
inquiries have come to the National Headquarters of the National 
Association of Cost Accountants in respect to the question of key 
men and executive bonuses. As the West Baden Conference de- 
voted but one session to key men and executive inecntive plans, it 
was, of course, impossible to cover this subject in any great detail. 

On account of the number of inquiries which have come to the 
National Office, it has been suggested to the writer that a publica- 
tion on the subject of Executive and Key Men Incentive Plans 
might be of some value to the membership of the Association. 
Hoping, therefore, that such might prove to be the case, this Bul- 
letin is dedicated to the membership of the N. A. C. A. with the 
sincere hope that whatever is set forth may really prove of value 
and help along to some extent. 

One thing is absolutely certain, namely, that a properly devised 
and set up scheme of executive and key men incentives is one of 
the most powerful factors in management today. Many problems, 
however, are involved. It is no easy matter to set up an incentive 
plan of this nature. But, like everything else which is not easy, 
the solution of the problems involved produce results which are 
well worth striving for. 


SECTION I 


Why Executive and Key Men Incentive Plans Hold Such an 
Important Place in Industry and Commerce 


For many years there have existed such incentive plans as piece 
and bonus plans for direct workers, with many variations and 
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adaptations. Some of these plans have been extended to indirect 
workers in the plant and all of them were designed to induce 
greater effort through the stimulation of greater income. Also, 
for some time, the highest executives of companies have partici- 
pated in some manner in the profits of the companies. These par- 
ticipations were worked out in many different ways. 

Later, certain schemes of profit participation, which included 
not only the higher executives but also the junior executives, cer- 
tain key men in the plants and sales departments and, in some 
cases, all the employees, were set up. Many of these latter plans 
fell by the wayside. Some have been successful. Others are still 
running, but with doubtful success. 

The main point of this section is to bring out the importance of 
key men and executive incentive plans in industry and commerce, 
rather than a discussion of what has been successful or what has 
failed. 

All business today, whether of an industrial or commercial na- 
ture, is getting to be on a big scale. Years ago many small busi- 
nesses were owned by individuals or groups of individuals who 
held a very personal interest in everything which transpired... A 
sense of proprietorship existed, and this proprietorship meant 
much in the management of the business. 

When any individual is financially interested in the business 
which he is operating, his thought in respect to every move of the 
business is far more intense than when he is on a straight salary 
basis. It might also be added that even when individuals have 
been on a salary and commission basis, their interest extended only 
to that with which they were personally concerned. No general 
sense of proprietorship exists when one is concerned only with his 
or her individual duties. 

As business has grown bigger, using the language of the pres- 
ent day where we refer to our large companies as “big business”, 
many of these small companies have either grown up and become 
big themselves, or they have been absorbed by or merged with 
other companies. Men who were proprietors suddenly find 
themselves in the position of an employee. Superintendents and 
foremen who formerly were close to the boss suddenly find them- 
selves so far away from the executive management that they feel 
like almost inconsequential cogs in a big machine. Personal inter- 
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est lags, and notwithstanding a past training of loyal interest, 
there slowly comes into existence the inevitable feeling of every- 
one who is just the holder of a job. 

Even those who have, in the past, regarded themselves as being 
real factors in the business, are almost forced, by the very size of 
big business, to accept the inevitable and settle themselves down 
into a routine job. It is this unfortunate and dangerous attitude 
which nullifies what otherwise might be the advantages of mergers 
and increases in the size of business units, whereby expected sav- 
ings fail to materialize, largely on account of the slackening up of 
the interest in those men who had made the original units of a 
big business successful, but who, after mergers have taken place, 
lose interest and settle back into a humdrum existence. 

It requires no great amount of brain effort to conclude that if 
some scheme could be perfected to restore to each and every key 
man as well as executive a semblance, at least, of the old original 
sense of proprietorship, a great step would be taken in creating a 
condition which would mean much to the business. The mental 
attitude of each and every individual, high or low, has a most vital 
bearing on the eventual profit and loss account. A lackadaisical 
and disinterested routine has the inevitable effect of stunting the 
faculties and of slacking up brain action, whereby much lively in- 
terest is lost. Any scheme whatever which will counteract such a 
condition is of untold value to the business. 

The word “psychology” is not so scientific and non-understand- 
able a word as many think. Psychology is the science of the hu- 
man mind, its actions and the control thereof. No other word de- 
scribes almost every condition of our everyday lives as does the 
word “psychology”. A mean word spoken creates a psychological 
effect which may nullify volumes of kind words. One unkind act 
will nullify scores of kindly acts. Why? Because of the psycho- 
logical effect produced by the one unkind word or act. 

A word of credit to a subordinate has a psychological effect 
which may mean much. Many words of credit mean more. But 
one word of unfair and unjust criticism will undo all the good 
words which might have been spoken. 

The remuneration of every employee is a delicate and exceed- 
ingly important matter. The human element is one which develops 
many whims, personal opinions, good and bad judgment, and many 
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other phenomena, which sometimes are hard to understand. When 
the time comes when an employee invariably looks for a raise, a 
failure to receive a raise almost invariably produces a detrimental 
psychological result. Many times the failure to give this raise is the 
result of a freak notion of this elusive human element which often 
is unjustified and not based upon facts. Personal likes and dis- 
likes enter in to too great an extent. Therefore, the frailties of 
human nature become very dangerous when allowed to run loose 
in the matter of settling the matter of remuneration. Even when 
raises are given there is often disappointment at the size of the 
raise, especially in those cases where certain individuals know 
that they have produced results which are far beyond the reward 
given by the raise. 

How valuable, then, would it be if the remuneration of all key 
men and executives could be based on a solid foundation of cer- 
tain performances at a certain cost, with an automatic extra re- 
muneration over a reasonable basic salary whenever the actual 
performance excelled the expected performance. It is in just this 
feature that executive and key men incentive plans fulfill a place 
in industry and commerce which is of the utmost importance. 

When properly devised and set up, an executive and key men 
incentive method not only assures the company of a proper return 
on the salaries and expense paid, but it also assures a plan whereby 
the psychological reactions of each individual are safeguarded on 
account of the fact that the further remuneration over a fixed sal- 
ary is not dependent on the idea of any other individual, but is de- 
pendent wholly and solely upon the performance actually made by 
the interested individual himself. 

The succeeding sections of this paper will set forth in greater 
detail the many points which bear on the psychology of executive 
and key men incentives. As the various steps are covered, it is in- 
conceivable that anyone will fail to see the tremendous importance 
of a properly devised scheme of incentives to cover those people 
who, in days gone by, would have been proprietors, but who now 
are but cogs in the big machine. It is to restore to as great an ex- 
tent as possible the old spirit of proprietorship that executive and 
key men incentive plans have come into being. And this is exactly 
what happens if and when the plans set up are fair and equitable 


1130 


‘ 
\ 
5 
| 
| 
| 


May 1, 1930 N. A. C. A. Bulletin 


both to the company and to the people who are transacting the 
affairs of the company. 

While mention in this section is made largely of big companies, 
the principles and values of incentive methods hold equally with 
small companies. But smaller companies provide a less difficult 
problem, this being the reason that more stress is laid on the big 
ones. 


SECTION II 


A Psychological Set-up Leading to and Forming the Basis for 
Incentives 


To dream of a proper incentive method without a solid founda- 
tion of management procedure would indeed be a useless dream. 
Most certainly, it would be found absolutely impossible to expect 
any success at all from any incentive plan of any nature which had 
no basic foundation on which to rest. In Section No. 1 particular 
mention was made of psychology, and throughout the whole gamut 
of management procedure the psychological conditions surrounding 
the entire management structure are of the utmost importance. 

It is not the intention of the writer to attempt to lay down prin- 
ciples. At best it is only possible to record in this presentment a 
few very definite points which might be called principles, which 
points have been observed in many years of experience as being 
exceedingly important, and further, have been observed to exist 
in every company which has made an outstanding success. These 
points or principles, if we may call them that for a matter of discus- 
sion, consist of five exceedingly important features, the fifth one 
being that of incentives. 

First—Leadership 

In present-day management, the quality of leadership has a very 
distinct bearing on the success of the operation. The old days of 
driving are past, and the measure of management success now de- 
pends on the type of leadership which controls the destiny of a 
company. 

Leadership involves much. One of the greatest elements of 
leadership is that capability for defining the policies of an organi- 
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zation as to the human relationships which shall exist between the 
departments within the business, and the relationship of the busi- 
ness to the public. Business today is too big for a chief executive 
to hope to be deeply in touch with all the details involved with 
each departmental procedure. It is beyond the capacity of any one 
individual to even begin to know all that goes on within each de- 
partment. 

It is, however, fully within the capacity of every executive, and 
most assuredly, a prime duty, to instill into each department head 
as well as those immediately below the department heads a spirit of 
interdependence which will guide each and every act in channels 
which all lead to the best interests of the company as a whole. 
Under proper leadership every member of the organization should 
have within him a company spirit which will control every action, 
and while this spirit will in no way detract from departmental 
considerations, it will combine in the mind of each key man a con- 
sideration not only for his own department but for the interest of 
the company as a whole at the same time. 

In every company today there are many problems of a human 
nature, many problems of company policies in the matter of con- 
tacts with customers, contacts with the public, interdepartmental 
contacts, the treatment of labor, and a thousand and one other 
factors which, if properly handled through the leadership of the 
chief, will set the scene for greatest possible success and profit. 

The leadership of the present day is a function of inspiration. 
It is a function of the personnel problems and the setting of an 
example to every subordinate executive and key man in the or- 
ganization, whereby they in turn will inspire their own subor- 
dinates to accomplish great things. Leadership, therefore, is the 
first prime requisite in the psychological picture which must be 
created to form the basis of a successful enterprise. And this 
applies not just to the big chief, but to every individual who heads 
any activity. 
Second—Organization Procedure 

The second point or principle which seems logical to follow that 
of leadership is that everyone in the organization should know 
what his job is and that everyone else should have the same knowl- 
edge, not only of his own job but of the job of everyone else. It 
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is extremely important that the scope of each department and di- 
vision thereof should be clearly defined, charted, and explained in 
amanual. It is extremely dangerous in these days of big business 
for any lack of knowledge as to the scope of any department to 
exist. 

Likewise, the duty of each and every department head and key 
man within each department should be clearly defined in order that 
there may be no omissions or no overlapping. Nothing is more 
disconcerting within an organization than to have any doubts what- 
ever in respect to who shall be responsible for each and every 
function. 

Again speaking of psychology, the mere fact of setting up a re- 
sponsibility has in itself a psychological effect which is of great 
advantage. Nothing can disturb a business as much as an over- 
lapping of duties where clashes inevitably occur, with the result of 
disturbed relationships which many times result in actual losses to 
the company. 

This second principle, therefore, holds great possibilities in that 
it serves as the assembly drawing of the management machine, 
with its various sub-assemblies and integral parts which must work 
smoothly and in perfect accord, if the management machine is to 
operate for profit. 


Third—Knowledge of Operations 

Whenever a responsibility is fixed, whether it be a large or small 
one, the next logical step is that there must be a knowledge of 
operations and of results actually performed. No one can carry 
out a responsibility unless he knows what he is doing. This means 
that records must be kept. , 

Therefore, each and every responsible division of the business 
should be provided with proper records whereby those charged 
with the responsibility for operations will know exactly what is 
going on. 

Fourth—Standards Against Which to Work 

Records of what has transpired alone are not sufficient. A com- 
parison of actual results with past results is not only inefficient, 
but many times it may be absolutely misleading. The only real 
value of comparison with past performance is that of being as- 
sured that progress is constantly the order of the day. 
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Standards of performance, however, representing how well the 
operations should be performed, are an entirely different matter. 
Actual performances, in order to be properly gauged, should be 
compared to what these performances should be, and this involves 
the setting up of standards. This term “standards” is all-inclusive, 
and it may mean units of production, cost of production, sales 
quotas, cost of selling, and every conceivable kind of operation in 
the business. 

Here again, psychology enters in, and it should be perfectly ob- 
vious that the psychological effect of comparing actual perform- 
ance with what this performance should have been is something 
which is bound to bring profitable results. 


Fifth—Extra Remuneration for Beating Standards 


We now have come to the fifth point which is the actual subject 
of this article, namely, the paying of extra remuneration for beat- 
ing the standards which have been set up. 

This particular section is inserted for the express purpose of 
bringing out the structure which must exist if incentives of any 
nature whatever are to be effective. Working backwards, proper 
incentive methods cannot exist without standards to beat. Stand- 
ards cannot be set without records with which to set them. Proper 
records cannot exist unless there are certain defined departmental 
divisions and operations to record, and most certainly an organiza- 
tion cannot exist without proper leadership. 

The intent of this section, therefore, is to bring out the cycle of 
principles which must be complied with before it is possible to set 
up and properly operate any incentive method, whether for execu- 
tives, key men, or anyone else. 


SECTION III 


Incentives—A Term Used to Identify Extra Financial Re- 
muneration, Consists of Much More Than Just the 
Earning of Extra Money 


The writer hopes most sincerely that no one reading this article 
will get any idea that no other incentives exist except those of a 
financial nature. There is much more to life than making money. 
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The self-satisfaction gained from a job well done is, in the last 
analysis, the greatest incentive. It is on this account that the 
writer wishes at this time to enumerate a number of psychological 
results which follow the carrying out of the five particular prin- 
ciples brought out in Section 2. 

The more any individual is actually interested in his work, the 
greater the incentive of the satisfaction of a job well done. For 
instance, imagine the satisfaction of a chief executive who suc- 
ceeds in his job of instilling a spirit into his organization which 
results in making it an outstanding example of industrial or com- 
mercial success, whether this success be measured entirely in a 
financial way or in both a financial and a service manner. What 
can recompense a true leader more than to hear his company ex- 
tolled as an outstanding example of a business organization? This 
is indeed in itself an incentive’ which is actually far beyond any 
incentive of a financial nature. 

The very act of fixing a responsibility creates an incentive which 
in itself has great power. Any red-blooded individual, male or 
female, responds instantly to the act of assuming a real responsi- 
ibility. Much discussion has ensued over the use of titles. And 
yet, the assuming of a title means much to any individual who has 
any pride at all in his work. To be known as manager of this or 
superintendent of that or vice-president of something else consists 
in itself of a psychological reaction which constitutes a powerful 
incentive for action. 

When responsibilities are fixed and records are properly set up 
to record the results of how this responsibility has been carried 
out, still another incentive appears, namely, that of taking pride in 
the record of performance which tells the tale of success if such 
responsibility is successfully carried out. There exists, then, the 
incentive of wanting to make a good record, and this in itself, 
while a part of the same incentive which comes from the fixing of 
responsibility, is greater on account of the publicity factor. 

Next we have a still further incentive of beating a standard, 
which standard was set with the full knowledge and acquiescence 
of the one responsible for the performance by which the standard 
must be beaten. The setting of this standard makes of the every- 
day life a real game. In fact, it creates a game which makes the 
following of baseball or golf scores seem like a kindergarten sport. 
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The reason for this is that the beating of standards in business has 
a real, vital meaning—the meaning of progress and of reaching out 
for greater and greater success. Why should not our everyday 
business life be made just as much of a sport as any game of 
pleasure which ever existed? The striving to beat a standard, 
therefore, is an incentive which not only is powerful, but which is 
also one involving a lively interest day by day. 

There are many incentives, therefore, other than that which 
means more money. The joy of accomplishment, the pride of re- 
sponsibility, and the “kick” which one receives from beating a 
record makes up a set of mental incentives which are powerful in 
themselves and which cannot help but produce tangible results in 
the profit and loss account of the company whose leadership is of 
such a quality that all these incentives are carefully studied out and 
provided for. 

After all, however, even admitting and bringing out the fact that 
there are many incentives other than that of a financial nature, we 
cannot escape the actual and very human consideration that we all 
have to live, and that living costs money. We must also recognize 
the fact that we cannot carry on the mental incentives which have 
just been listed for an indefinite period without sharing with those 
who produce big results a portion of the increased profits which 
accrue naturally as a result of the better efforts stimulated by the 
mental incentives and through the inspiration of effective leader- 
ship. 


SECTION IV 


The Danger Which Attends Incentive Plans Based on Profits 
Alone, Known As, “Profit Sharing” Plans 


The comments in this section on profit sharing plans refer to 
those plans which are predicated on a division of a certain portion 
of the final, over-all profit of acompany. That is, after all charges 
except federal taxes are deducted from income, a portion of the 
remaining profit is set aside into a fund for distribution by some 
method or other to certain ones in the organization. 

The danger which attends incentive methods based on final 
profits is mainly that of its holding no personal meaning to any- 
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one except the highest executives. In all cases, the highest 
executives of the company should stand or fall on the final profits, 
and therefore, their incentives should come from these profits if 
earned. But, increasingly so below the highest executives, the final 
profits of the company mean nothing whatever to the individuals 
who are responsible for some fixed function, which function is far 
removed from any relation to the final profits of the business. 

Let us consider a very simple example. Let us say that there is 
a department in a plant which nickel-plates the product. It con- 
sists of a line of vats, conveyors, and everything of that sort that 
would go with a small department of this nature. The successful 
operation of this department depends on keeping down the labor 
cost, getting the greatest yield of nickel-plated product from the 
materials which are used, including power and everything else in- 
volved in the operation of the department. 

Supposing a profit sharing plan was in effect. The foreman of 
the nickel-plating department, calling him Bill, has pitched in and 
cut his cost twenty-five per cent after he had been notified that a 
profit sharing plan was in effect. Bill used every bit of ingenuity 
that he could muster to accomplish his savings. His department, we 
will say, ran day and night, and after he had gone to a movie he 
came in to see how the work was going in the night time. In 
other words, he applied super-effort to his department and actually 
succeeded in making a big cut in cost. 

At the same time, two or three of the sales districts fell down 
on their sales. Two or three of the other manufacturing depart- 
ments fell down on their costs, and the year or whatever period 
for profits was used closed up with no profits. 

Psychology is a peculiar thing. It works in all kinds of direc- 
tions. A psychological reaction may be that of discouragement 
and disgust just as easily as it is one of inspiration. Therefore, when 
Bill is told that there are no profits, and that he gets no bonus for 
having cut down his costs, what is the effect on Bill? This effect 
is perfectly obvious. Bill has no conception whatever of how 
profits are figured. He has no conception of the operation of the 
other manufacturing departments nor of the sales departments. 
He has no conception of economic conditions which have such a 
great effect on the final profits of a business. 

Therefore, Bill is discouraged and disgusted. If the superin- 
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tendent comes around and tells Bill to keep up the good work, Bill 
will probably look at him, and if he doesn’t say something, he un- 
doubtedly will do a lot of thinking along the lines of how the super- 
intendent would look in an asbestos suit... 

Actually, what happened was that Bill, by saving twenty-five 
per cent of his costs, reduced the loss of the company by the amount 
that he had saved, and Bill did not need anyone to tell him that he 
was entitled to some remuneration for what he had accomplished. 

Many more examples could be given to illustrate the disastrous 
effect of profit sharing plans in such cases as this. Sales divisions 
might have exceeded their quota, while others fell down. General 
departments such as accounting, stores, engineering, and so on, 
might have made savings just as Bill did, and yet, just because the 
company did not make an over-all profit they were denied any re- 
muneration which was rightfully expected. 

Such, in detail, are some of the dangerous results which occur 
from a profit sharing plan wherever the profit does not ma- 
terialize. 

But let us look at it from still a different angle. Supposing a 
profit is made and various individuals are given a bonus, very often 
on the basis of a ratio to their salaries. To mention Bill again, he 
gets a bonus. We will say that Jim, operating a department near- 
by that Bill happens to know ran behind on their costs—that is, 
failed to make any savings—got a little more bonus than he did 
because Jim’s salary was larger. How about Bill’s feelings in a 
case like this? And we might just exactly as well assume that 
everybody knows how much bonus everyone else gets, notwith- 
standing the wonderful attempts at secrecy which are made. So 
Bill’s nose is out of joint no matter whether a profit is made or not. 

The fact of the matter is that an over-all company profit is a 
figure so far away from the knowledge of anybody in the company 
other than the chief executives that it means absolutely nothing to 
the key men, foremen and superintendents as a real incentive for 
super-effort. Rarely can any distribution be made in a way which 
means anything other than suspicion, and in many cases jealousy 
as to what some other individual gets. And why should this not 
be so, as the one great secret of incentive procedure is to tie the in- 
centive plan just as close to the performance of each key man as it 
is possible to tie it. 

1138 


f 
{ 


May 1, 1930 N. A. C. A. Bulletin 


The description of “savings sharing” in the following section will 
amplify and bring out this matter of danger with profit sharing 
methods by the contrast shown in the setting up of methods which 
are tied very closely to the performance of each individual. 


SECTION V 


The Advantages of Incentive Plans Based on “Savings Shar- 
ing” Whereby Incentives May Be Earned Whether 
or Not an Over-all Profit Is Shown 


As opposed to profit sharing plans, a plan called “savings shar- 
ing” brings the incentive plan right into line with the responsibilities 
of each key man. The danger of profit sharing as mentioned in 
Section 4 is obviated by the use of the scheme which we will call 
“savings sharing”. 

To illustrate what is meant by savings sharing, let us again use 
the simple example of Bill and his nickel-plating department. 
As a result of previous experience, together with a consideration 
of present circumstances and what Bill ought to do his nickel- 
plating for, a budget is set up for Bill’s department which will 
include all expenses, together with a quota of production which 
Bill should get out for this budgeted cost. At the beginning of 
the year when no profits were made and Bill had made his saving, 
this budget was in effect, and Bill bettered his labor costs and 
bettered his yield from the materials which he used to the extent 
that he had saved twenty-five per cent in his cost of product. 

Now Bill could have accomplished these results in more than one 
way. For instance, if he had succeeded in getting out more prod- 
uct at the same cost, he produced a saving. Or he might have re- 
duced the cost and gotten out the same product. In any event, the 
net result of Bill’s operation was a twenty-five per cent saving in 
the unit cost. 

Now, instead of Bill’s disappointment in not receiving any share 
of profits, or possibly the disappointment of receiving a smaller 
share of profits which were made than he thought he should 
have, let us suppose that we had divided with Bill, say, fifteen or 
twenty per cent of the savings which he had made in his depart- 
ment. Let us say that during the year Bill’s savings were $2,000.00. 
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That is, this saving of $2,000.00 was made on a budget and quota 
of performance which in itself would have been as good as Bill or 
anyone else had ever done in this department, and would have been 
satisfactory to the company even if no savings had been made. 
Therefore, the saving of $2,000.00 which Bill made was clean, 
sweet velvet to the company. Let us say, therefore, that our plan 
called for twenty per cent of the savings to go to Bill. This would 
give Bill $400.00 bonus for the year. Being a small department, 
Bill’s salary is $200.00 a month, and his bonus of $400.00 gives 
him a bonus of nearly seventeen per cent of his salary. This is 
not to be construed as a specimen percentage, but just happens to 
hit at this figure in the example which the writer assumed. 

Now Bill, irrespective of what anyone else does in the plant, has 
a full knowledge of exactly how his bonus was arrived at. He was 
himself involved with the setting of the budget and quota of per- 
formance, all of which was satisfactory to him at the start. There- 
fore, Bill’s bonus can be nothing but satisfactory to him on account 
of the fact that he has stood entirely on his own bottom, concurred 
in his original standards, worked with full authority in his depart- 
ment throughout the bonus period, and his results, therefore, are 
those entirely within his own province, jurisdiction and effort. 

Psychology? By what better method can the laws of psychology 
be observed than to set up a plan for each and every “Bill” in the 
organization whether the department is a manufacturing depart- 
ment, a sales division, an accounting department, a stores division, 
an engineering division, a tool room, or any other department or 
division of the business? 

Take, for instance, a branch office i in a distant city with juris- 
diction over a fixed geographical territory. A complete budget is 
made of the expense of operating this office. A quota is set up of 
the sales which must be turned in whereby at the flat budget of ex- 
pense and quota of sales the company just gets a satisfactory return 
from the office. We will say that three people are concerned in 
the incentive plan of this branch office, and that they have their 
own territory as clearly defined as a kingdom. What better plan 
than to turn these people loose in their own bailiwick with no one 
to interfere and with no one to be blamed if they do not turn in 


‘more business and thereby create a saving from which a fund will 


be set aside to be divided among the three of them? 
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These simple illustrations are designed to give an idea of savings 
sharing versus profit sharing. In a profit sharing method nobody 
knows what it is all about. In a savings sharing method every- 
body knows all about it, and the fall down of anyone else in the 
organization will have no bearing on their results. 

It is believed that the advantages of a savings sharing method 
are very obvious as compared with the profit sharing method, ex- 
cept in the cases of the highest executives. 


SECTION VI 


How “Savings Sharing” Plans Are Set Up—The Setting of 
Standards and the Creation and Distribution of 
Incentive Funds 


The setting up of savings sharing plans is a very different oper- 
ation in every different business. The underlying principles, how- 
ever, are the same in all cases. Therefore, for the sake of brevity, 
three different illustrations of setting up such plans will be given 
under this section, and anyone should be able to understand the 
principles involved by careful study of these three illustrations. 
It is most urgently suggested that the reader pay less attention to 
the details of figures in these illustrations and much more attention 
to the principles involved, this being the important feature. 

Savings sharing plans are nothing more nor less than glorified 
task and bonus plans. For many years we have set up shop incen- 
tives whereby for each operation we have stated that so many 
pieces per hour should be produced, thereby setting a standard 
allowance or credit. If the worker produces more pieces per hour 
than the standard he is given a portion of the savings. This, with 
variations, has been a method of wage payment for years. 

In any department of any nature whatever, this same plan is the 
real basic scheme of savings sharing. A certain performance is 
set up; an allowance per unit of performance is established ; and 
when the actual performance is computed and the actual expense 
known, the difference betwen the allowed expense and the actual 
expense will indicate whether or not a saving has been made. 

The difficulty in connection with savings sharing plans in most 
departments is to find a proper measuring stick. This measuring 
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stick varies very greatly in different departments. But there are 
hardly any departments or kinds of work today for which a meas- 
uring stick cannot be found. 

In order to discuss the subject of savings sharing with a greater 
degree of understanding, it will be best at this time to study some 
illustrations. The first illustration is that of a producing depart- 
ment which has been called a machine shop. Figures 1 and 2 con- 
stitute the first illustration, and this particular illustration is set up 
in a manner to indicate the control of the indirect expense of the 
department. It is assumed that the direct labor cost is watched and 
controlled through the use of a scheme of standard time. 


A Producing Centre 


Figure 1 consists simply of the budget which has been set as a 
standard budget or expense for this department . The setting of 
this standard has involved a considerable amount of research, and 
the setting of such a standard involves many considerations. 

If the company has been in operation for some time and has had 
cost records which show the details indicated in this schedule, a 
part of the research may consist of entering on a large sheet at 
least two years of the actual costs of this code of expense by 
months. That is, the cost per month of each item of expense is 
entered in vertical columns for easy comparison. We will say that 
two years are entered, that is, twenty-four columns of monthly 
expenses. 

Two things are then done. The first operation in this research 
is that of adding across the whole twenty-four months of each 
item and entering this total in the next column to the right of the 
twenty-four months. These totals should then be divided by 
twenty-four, thereby arriving at the average cost per month for 
the twenty-four months, this being entered in the next consecu- 
tive column. 

The second operation is to pick out for each item of expense the 
lowest authentic amount per month that each item has cost during 
the twenty-four months. Be sure that this is an honest figure. 
No freak figures should be taken, and this may be decided easily 
by noticing the figures on each side of the month which is low. 
These low figures should be entered in the column following the 
average for the twenty-four months and headed “Low Month”. 
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We now have side by side the average of each expense for 
twenty-four months and a synthetic “Low” month. We certainly 
do not want to set up a standard on the basis of the average as we 
expect to do a great deal better. It is unfair, however, to set a 
standard based on the lowest that has ever been done in each item. 
It is, however, defendably fair to start our consideration of a 
standard at the average of the average and the low. That is, the 
mean between the average cost and the lowest cost for each item. 
This figure, therefore, will be set down in the column immediately 
following the low column, and this begins to give us an idea of 
what our standard will look like. 


MACHINE SHOP EXPENSE 


Budgeted 
Description Expense 

Foreman, Tool & Die Setters & Gang Leaders.................000- 850 
Sapte. & Goneral 20 
Wages & Expenses of Sub-tool Rooms................ ere rn 1,000 
Losses—Defective Workmanship 586 
Repairs to Hand Tools & Mechanical Equipment............... 850 
Repairs to Dies, Jigs & Fixtures........ 1,750 
Maintenance of Cranes, Elevators, Conveyors, etc. .............. 40 
Maintenance of Forges, Ovens, Tanks & Test Floor Equipment.... 3 
to Purnltare & 35 

$7,911 

Standards 
Budgeted Production Hours .................0000: 21,440 Hours 
Budgeted Pactory $7,911 
Budgeted Standard rate per hour................. $ .369 per hour 
Fic. 1 
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Now, however, we have a lot more thinking to do before finally 
setting the standard. In all matters of maintenance, handling ma- 
terials, clerical work, inspection, supervision, and all such items, 
there must be a lot of consultation on what these items ought to be. 
Shall the same supervision prevail? Are any material handling de- 
vices to be installed? Can the clerical work be reduced by doubling 
up with some other department? These and man: other questions 
should be brought up at the time of setting a budget as the standard 
for incentives. 

After all these matters have been gone over, a final column on 
this research sheet will be used to enter the amount per month set 


“up as the standard allowance for each item of expense. 


It will be noted that these standards set by items will total to a 
figure which is less than the best ever done at one time, but greater 
than the total of individual low items. Therefore, this assures to 
the company a most favorable operating cost before incentives take 
effect. 

The setting of the budget just described is presumed to be on 
the basis of normal operation. That is, it is on just the same basis 
as has been described and discussed so many times in respect to 
setting a standard overhead rate, where the expense is designed 
to represent the monthly basis indicated by the cycle of a year for 
a normal turnover of direct effort. 

This, then brings us to the further fact that this effort in direct 
hours will also be set, this being the very best judgment of the 
number of direct hours of effort which should be produced for the 
expense budget as set up. 

In the illustration shown in Figure No. 1, the total budgeted ex- 
pense is shown as $7,911.00. 

The budgeted production hours per month which should be ac- 
complished for this budgeted expense amount to 21,440. Dividing 
this number of hours into the budgeted expense gives us a budgeted 
standard rate per hour of .369, this being the expense allowance 
which will be used later in computing the allowed expense to which 
will be compared the actual expense for the purpose of computing 
a bonus fund. 

Right at this time it must be borne in mind that this method of 
setting a standard applies to only one condition, namely, that of a 
business which may be set up on the basis of a cycle of a year and 
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Hypothetical Bonus 
Machine Shop Fund 


Assumed Saving of 10% of expense. Actual Direct Hours 
Same as budget 
Expense allowance 21,440 hrs x .369 per hour.......... $7,911 
Expense actual for month (.332) ........cccessceesess 7,120 
20% of savings to Machine Shop Fund.................. $ 158 
2% of savings to Executive Fund ............eeeeeeees $ 16 


Machine Shop Fund 


DISTRIBUTION 
Cash Paid To 
Position Name Points Total This Month Reserve 
Gen. Foreman Jones 100 $ 47 $24 $23 
Night ” Smith 50 23 12 11 
Foreman Brown 40 19 10 9 
John Doe 40 19 10 9 
” Jim Doe 40 18 9 9 
270 $126 $65 $61 
Fic. 2 


in which there is not found a seasonal condition. That is, it is pre- 
supposed in. this case that the business runs along at a fairly level 
keel, subject only to more or less minor variations which occur 
between winter and summer, and other such varying factors. 
Wherever a business is of a seasonal nature, where it may run 
full speed for half of the year and only about one-quarter speed 
for other parts of the year, the setting of the budgets must take 
into consideration the extreme rises and falls of activity, especially 
if the paying of monthly bonuses is desired, It will not be possible 
in this article, nor is it necessary, to describe in detail the working 
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out of budgets for a seasonal business. Suffice to say that the 
very same study given in this example may be made in a little dif- 
ferent form whereby over two or three years a study will be made 
of the expense of the variable and non-variable items at the dif- 
ferent speeds of operation, and a budget set up for the expense 
which should prevail at varying speeds of operation as, for in- 
stance, at 25% of normal, 50%, 75%, etc. 

In such cases, and there are many, the non-variable items such 
as foremen and assistants salaries and some other expenses will 
remain about the same at any speed of operation. Other of the 
items, however, will be variable more or less in ratio to the speed 
of activity. By careful study, therefore, curves may be developed 
as to the allowed expense for each item or group of items consti- 
tuting fixed and semi-fixed expenses as they should be allowed for 
faster or slower speeds of operation. 

Carrying forward our illustration, we have now arrived at the 
point of computing the bonus, and to illustrate this we should refer 
to Figure No. 2 which shows a hypothetical bonus based on the 
conditions that the actual direct hours are the same as budgeted, 
but that a saving of 10% has been made in the burden. Such a 
condition never would arise in actual practice, as we might pos- 
sibly produce more direct hours for the same expense and accom- 
plish the same result, or we may even produce more hours for less 
expense, which makes an even better result. 

In this case, however, we have assumed that actual direct hours 
are the same and that the actual burden is 10% less than the 
budget. We therefore extend the actual direct hours at the allowed 
rate per hour of .369, which gives us the $7,911.00, which happens 
to be the original budget. This is the allowed expense. 

Next we set underneath this the actual expense for the month 
which is shown as $7,120.00. The difference between this and the 
allowed expense is $791.00, which represents what we term the 
savings made. 

The next item which we find in Figure No. 2 is that of showing 
20% of the savings as making up the machine shop fund in the 
amount of $158.00, and 2% of savings to executive fund, amount- 
ing to $16.00. This brings up the point as to what percentage of 
savings made should be set aside as a bonus fund. 

The setting of this percentage, while arbitrary, is, however, not 
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so arbitrary as one might imagine. To give an idea of how to set 
this percentage, we will have to note that the bonus fund is dis- 
tributed on the basis of points assigned to each individual who 
participates in the fund. This particular feature of point distri- 
bution will be explained later, but at this time it may be stated 
that various men who participate are paid certain salaries. We 
may assume that the salary of Jones, the general foreman, is 
$300.00 a month, and that for a saving of 10% we would like to 
see him get a bonus of somewhere around 15% of his salary. We 
need not worry so much about the other men and their salaries, as 
it is supposed that they are more or less in line with the general 
foreman himself, although this is entirely immaterial as will be 
explained later when we discuss the setting of the points. 

However, this will give a little line on how we may gauge the 
percentage of savings which should be set aside as a bonus fund. 
Or, we may take the sum of the salaries of all the men involved 
and assume somewhere around a 15% bonus to the whole group, 
which will give us a line on the total fund we would like to dis- 
tribute, which in turn permits us to arrive at the percentage of 
savings necessary to make up this fund. We may assume that this 
will give sufficient clue as to how the 20% of savings in this par- 
ticular instance is arrived at. 

It will be noted, however, that we have deducted from this 20% 
of savings a portion which is shown here as 20%, which is set 
aside to make up a fund for the superintendent of the division 
under which the machine shop falls. This means that Superin- 
tendent Brown is in charge of say three or four departments, and 
his bonus fund is created by taking a percentage, more or less, of 
each of the departments over which he has general supervision, as 
is shown in this illustration. This is called an over-riding fund. 
After deducting this 20% for Superintendent Brown, we have a 
residue of $126.00 for distribution to the men actually engaged in 
the department. 

We now come to the method of distribution to the men who par- 
ticipate in the fund. It will be noted that each one of these men 
is assigned a number of points, the leader being assigned 100 
points and the others a lesser amount which not only gives us the 
flexibility of a point basis whereby we use the total number of 
points as a distributing medium, but in the assignment of these 
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points it gives us the advantage of a percentage comparison to the 
leading man. 

The assignment of these points should be entirely on the basis 
of the actual relative value of each man as compared to the leading 
man in the department, many times irrespective of the salaries 
paid. For instance, the mere fact that the three foremen are rated 
at forty points does not necessarily indicate that the salary of each 
one of these men is the same. Jim Doe may be a young man who 
is a comer, who is contributing heavily to the success of the de- 
partment, and yet one who may not be as high in the salary list as 
either John Doe or Brown. Many might say that he should have 
as great a salary. But, as a matter of fact, this is not so. The 
real ideas back of a point method of distribution of bonus will be 
discussed elsewhere in this article, as it is a feature which, in the 
various departments including sales, is very valuable, and one which 
deserves a great deal of consideration. In this case, however, it 
will be noted that the total number of points is 270, which, divided 
into the balance of bonus for distribution gives an allowance of 
47¢ per point. The number of points assigned to each man times 
47¢ gives the total bonus for each man. 

One-half of this bonus is paid in cash each month. The other 
half is set up in a reserve, which reserve accumulates until the end 
of the year, at which time the balance remaining is distributed. 
All losses are charged to this reserve, a feature which safeguards 
the company, whereby provision is made to absorb poor months 
which may run in the red, and where only the balance remaining 
is paid out at the end of the year. 

The reserve from each department is put into one grand pot for 
all departments, whereby a large fund is accumulated and dis- 
tributed on a different basis than is the half of the bonus paid out 
in cash within each department. 

This reserve fund is distributed on the basis of re-pointing all 
the men from all departments, but on a point basis which indicates 
the standing of one man to another in the plant as a whole, rather 
than on the basis of their standing in their own individual depart- 
ments. For instance, General Foreman Jones who has 100 points 
in the Machine Shop fund, may possibly have but 60 points in the 
over-all plant fund which is the reserve fund which we have just 
described. The reason for this might be that other departments of 
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the business are larger and more important and that General 
Foreman Jones may not be worth more than a 60 point ratio to 
some other men who may be general foremen of larger and more 
important departments and who would be rated at 100 points. The 
annual fund point rating may have a number of 100 point men, 
this being on account of the fact that there may be a number of 
large and important departments where each man may be equally 
valuable as against others. The point rating for this annual dis- 
tribution which divides the accumulated reserve from all de- 
partments is for the purpose of promoting an over-all plant spirit 
of cooperation, a point of extreme value which many times heips 
out in having one department forego a little of its bonus on the 
theory that a little penalty in one department often helps the gen- 
eral picture to a much greater degree. 

There are other methods of distributing the bonus fund, but this 
illustration serves to set forth quite clearly the general plan, and 
it will be unnecessary to go into other methods of distribution in 
order to get across the principles involved. 

The 2% set aside for the executive fund means the portion of 
the savings set aside to provide a fund for whatever staff makes up 
the general management of the manufacturing department. This 
also is called an over-riding fund. This fund in turn is divided 
on the point basis of the individuals of a general nature who have 
to do with the plant as a whole. 


An Indirect Department 


Figures No. 3 and No. 4 illustrate the setting up and distribu- 
tion of a bonus fund for an indirect.department. It will be un- 
necessary to explain all the details in connection with this illustra- 
tion, but some very important points are involved which will now 
be described. 

On Figure No. 3 it will be noted that the budget shows a divi- 
sion total burden, and underneath this is shown “direct labor 
chargeable to production centers”, amounting to $21,900.00, mak- 
ing the total division cost $24,958.00. 

It will be noted that the illustration is that of the maintenance 
department in a fairly large plant, and that this total of $24,958.00 
covers the departmental overhead or burden, and also includes the 
time of the men who are actually doing repair work for the pro- 
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MAINTENANCE DEPARTMENT EXPENSE 


Budgeted 
Description Expenses 
Foremen, Tool & Die Setters & Gang Leaders...............0000% 1,000 
Supt.’s & General Foreman’s Clerks..........ccccccccccccrccecs 50 
Wages & Expenses of Sub-Tool Rooms...............ceeeeeeeee 225 
98 
Repairs to Machine Tools, Motors & Foundations............... 41 
Repairs to Hand Tools & Mechanical Equipment................ 160 
Maintenance of Cranes, Elevators, Conveyors, etc................ a 
Maintenance, Forges, Ovens, Tanks & Test Floor Equipment..... 7 
Direct Labor Chargeable to Production Centres ..............00: 21,900 
$24,958 
Standards 
Budgeted Production hours of Depts. served...............eeeee: 204,025 
Budgeted Standard Rate per hour.............cccccsccccccccces $ .1223 
Fic. 3 


duction centers served by the maintenance department, which labor 
is charged directly to the various repair order numbers of the de- 
partments who receive the benefit of the work. Of course, a per- 
centage is added to this direct labor cost to absorb the $3,058.00 
of the regular budgeted expense. This is done, of course, by 
means of a standard burden rate. 

Under the caption “Standards” it will be noted that there is 
shown the budgeted production hours of departments served in 
amount of 204,025. This figure represents the total budgeted 
hours of all the production centers served by the maintenance de- 
partment. For instance, in this figure would be found the 21,440 
hours of the machine shop as shown in Figure No. 1, together with 
all the other departments which will make up the grand total shown. 
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Dividing this total number of budgeted production hours into the 
budgeted cost of the department, we get a budgeted standard rate 
per hour of .1223, this being an allowance per hour of the direct 
labor of the production centers to give us the allowed maintenance 
cost other than the material which enters into the repairs in the 
various departments of the plant as a whole. 

The computation of the bonus fund, (Fig. 4) and everything else 
in respect to the distribution is exactly the same in principle as 
with the machine shop fund and, therefore, no description is neces- 
sary. 

One very great point, however, must be noticed in respect to 
this method of setting up a bonus fund for the maintenance depart- 


Hypothetical Bonus 
Maintenance Fund 


Assumed Saving of 10% of expense Actual Direct Hrs. 
same as 
Total Prod. Hours for 204,025 
Expense allowance $24,958 
of savings to $ 249 
Maintenance Fund 
DISTRIBUTION 
Cash Paid To 
Position Name Points Total This Month Reserve 
Gen. Foreman Pat 100 $ 63 $32 $31 
° = Mike 75 48 24 24 
. Jim 60 38 19 19 
Foreman Bill 30 19 10 9 
Engineer Sam 30 19 10 9 
295 $187 $95 $92 
Fic. 4 
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ment. It will be noted that the allowed cost consists of the bur- 
den of the maintenance department itself plus the labor applied to 
the expense numbers of the production centers. It should be noted 
immediately that this same direct labor added to by the burden of 
the maintenance department will also appear in the maintenance 
expense numbers of the various production centers. This immedi- 
ately indicates that a saving made in the direct labor charged to 
expense numbers of the various production centers reflects in the 
savings of each production center as well as in the maintenance 
department expense. This is really a fact, and in this point is a 
very valuable consideration. 

First of all, it should be stated that the setting of the percentages 
of savings set aside as bonus funds should take into consideration 
the duplication of this saving, thereby safeguarding the effect of 
paying double bonus on the same saving. The big point in respect 
to this method is that we get a double pressure on accomplishing 
savings in the maintenance expense and direct labor, as we have the 
foremen and assistants of each production center striving to cut 
down their charges to maintenance as well as having the foreman 
of the maintenance department also trying to cut down the same 
expense. It will be seen readily that this brings a pressure for 
making savings which invariably is of great value to the company. 

All the other indirect departments may be handled in somewhat 
the same manner as the maintenance department. For instance, the 
electric power department may be set up on the basis of the de- 
partments served by it. The same is true with the steam plant. The 
general store room may be set up and measured by the direct effort 
of the departments served, and so on with all the other indirect 
departments, it usually being the case that the direct hour effort 
served by each department differs, as, for instance, one store room 
may serve only four or five departments, while another one might 
serve six or eight different departments. Tool cribs are set up to 
serve certain departments, and these can be measured by the direct 
effort of the departments which each tool crib serves. A shipping 
department may be measured against total direct effort, or many 
times may be set up on the basis of a direct measurement by prod- 
ucts shipped. To go into all the details of how each and every de- 
partment will be measured is too great a proposition to be covered 
in this paper. 
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The production centers often may be measured in terms of the 
products turned out rather than the direct hours of labor. This 
matter of measurement depends entirely on the nature of the busi- 
ness and of each department for which a bonus plan is being set 
up. As stated at the beginning of the article, a lot of ingenuity is 
involved in this matter of measuring sticks, but it is possible to find 
these measuring sticks if anyone uses a reasonable amount of in- 
ventive ability. 

The various office or general departments also can be measured, 
but here the measuring sticks depend very largely on the size of the 
company. For instance, if the company is large, a payroll depart- 
ment may be measured by the number of men whose payrolls are 
kept. Cost departments may be measured by the direct effort ot 
direct hours, it being quite true that the effort of the cost depart- 
ment depends to a very considerable extent on the direct effort of 
the plant. But in probably the greatest number of cases, the meas- 
urement of many of the general departments will be on a com- 
parison of actual performance with a budgeted performance, on 
the theory that many of the general departments must maintain 
somewhere near the same organization effort irrespective of the ups 
and downs of the business. In fact, it is often true that the more 
a business slumps, the greater the work in many of the office de- 
partments. 

A very effective medium of tying the office functions to all the 
other functions is to form an over-riding fund for distribution to 
the heads of the various accounting functions by setting aside from 
each shop fund a small portion of the shop savings. This makes 
it a definite object for the office departments to do everything in 
their power to help the shop departments save money. The psy- 
chology of such a hook-up is exceedingly beneficial. 


Sales Department 


We now come to the sales department, a department which has 
been as difficult to measure as any of the activities in industry. 

To discuss all kinds of sales activities and the incentive plans 
which would be involved therewith would require the space of a 
large book. It is hoped, however, that in this limited space there 
may be given an idea of certain basic principles which may be suf- 
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Step One 
Scale of Points Per Thousand 
Dollars of Sales by Profit Margins 


Percentages 
of Gross Profit Points per Thousand 
30 up 10 
27% to 30 
25 to 27% 8 
22% to 25 7 
20 to 22% 6 
17% to 20 5 
15 to17% 4 
low 15 3 
Step Two 
Sales Weighting 
% of Gross Points per Adjusted 
Pro T Points 
Gr A 19 5 5 
<i B 11 3 5 
9 10 
32 10 10 
21 6 6 
Fic. 5 
Step Three 
Quota of Sales 
Points Per Points 
Amount Quota 
Group A $128,000 5 640 
= 73,000 5 365 
- «© 249,000 9 2,241 
~ 2 164,000 10 1,640 
~ 2 280,000 6 1,480 
Total $894,000 
Total Points as Sales Quota 6,366 
Step Four 
Budget of Selling Expense 
Omitting the detail of items such as 
Salaries 
Traveling Expenses 
Stationery 


Telephone & Telegraph 


—Magazine 
Printed Matter 
Etc.—Etc.—Etc. 
The budget of Selling Expense for the period is..........$92,000 


Selling Expense 000 a of Points, 6,366 equals 
$14. per point, selling cost per 


Fic. 6 
1154 


4 
ted 
* 


May 1, 1930 N. A. C. A. Bulletin 


ficiently illustrative to give anyone an idea that sales incentives 
may be successfully set up, irrespective of how difficult it may seem. 

Everyone will admit that in the business as a whole, and also in 
various classes of sales into which a business might be cut up, 
every sales dollar must permit a certain allowance for each function 
of the business. That is, a certain portion of each sales dollar 
must be set aside for the manufacturing cost. Another portion 
must be set aside for the engineering cost. Still another portion for 
the general expense, and lastly, a portion for the selling or dis- 
tribution expenses. It is quite usually the case to hope that there 
will be a little slice of this sales doilar to go into our net profits. 

Therefore, it must be assumed that either in the business as a 
whole or in each product division of the business, a certain allow- 
ance of the sales dollar should be set aside for selling expense, and 
that this selling expense should be confined to this allowance if a 
profit is to be made. 


Step Five 
Computation of Selling Bonus 
Actual Sales 
Points per 
Amount Thousand Credited 
Group A $118,000 5 590 
92,000 5 460 
238,000 9 2,142 
190,000 10 1,900 
* £ 260,000 6 1,560 
Total $898,000 
Total Points Credited 6,652 


6,652 Earned Points x $14.45 Allowed Cost per point equals the 


The actual selling cost for the period is...........ssscssceseees 91,820 
$ 4,301 
3314% of Savings are set aside as a Bonus fund equalling......... $ 1,434 
Total number of points assigned to 580 
Fic. 7 
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Step Six 
Distribution of Bonus 
@ $2.39 Per Point 


Sales Manager ...... 100 $ 239 $1 
Asst. Sales Manager .. 
Advertising Manager . 
Division Sales Mgr. A 

“ “ B 
Merchandising Manager 


5 


The first step in setting up a sales incentive is that of setting up 
a schedule of point credits which is based on the desirability of 
sales from the standpoint of gross profit. By gross profit is 
meant the difference between the manufacturing cost and the selling 
price. 

In Figure V is shown a schedule of percentages of gross profit 
and the points per thousand dollars of sales to be credited for sales 
which fall within these percentage groups. For instance, sales by 
groups which fall within a gross profit margin of from 20 to 22%4% 
are given credit at the rate of 6 points per thousand dollars of 
sales. Those falling between 25 and 272% are given credit for 8 
points. 

The second step in setting up our sales incentive plan is that of 
weighting our various groups of product. For instance, we will 
say that the products of the business fall into five natural groups. 
These groups represent lines of products, and, while certain indi- 
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vidual products within each of these groups may vary to a very 
considerable extent in their gross profit, the group as a whole aver- 
ages a certain gross profit which we will use in the setting up of 
our incentive plan. 

For instance, on Figure V in the second step, we will note that 
Group A carries a gross profit of 19%, and by reference to our 
scale of points we find that this carries a credit of 5 points per 
thousand. Therefore, we show these five points against Group A. 
Group B shows but 11% gross profit, and according to our scale 
this indicates a credit of but 3 points per thousand dollars. And 
so on with Groups C, D, and E. 

This listing of the points credit per thousand on the gross profit 
basis, however, is not all there is to the final decision as to what 
points we will assign as the credit per thousand dollars for the 
sales under each group. Other considerations enter in, but only 
one is shown in this illustration, namely, in Group B. A study of 
all these groups should disclose conditions which affect the results 
in each group. We will assume that in Group B the trouble is that 
we are quite heavily equipped and are not getting the volume which 
we should get to bring the gross profit up to where it should be. 
In other words, the business is desirable if we get enough of it. 
Therefore, in the column headed “Adjusted Points” we will de- 
cide to give five points credit for Group B instead of the three 
points shown by the actual gross profit as shown in the records of 
past accomplishment. That is, we decide that it is worth giving 
the two points larger credit in order to make it an object to the 
sales department to work a little harder to get business in Group B 
whereby the profit may be pulled up to fall into the 17%4 to 20% 
class instead of the class which falls below 15%. 

In this connection it may be stated that it is always best to set a 
standard point credit which should hold for a very considerable 
period of time and until conditions materially change. These 
standard points, however, are not necessarily the ones that are con- 
tinually used. For instance, supposing for some reason we wish 
to have a hard drive made on business in the class of goods repre- 
sented by Group E. Our standard points are 6 per each thousand 
dollars of sales. Without changing this standard, we may offer to 
the sales department an additional two points credit for a specified 
period as, for instance, a month or two months, in order to stimu- 
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late business in this group. By this means, this method of assign- 
ing credits constitutes a very flexible method and one which the 
sales department may use to decided advantage. 

Having established our standard point credits per thousand 
dollars of sales for each group, we now come to Step No. 3 on 
Figure VI where we begin to work out the real details of our bonus 
plan. On the basis of past business, present conditions of the 
business, economic conditions in general, and future expectations, 
we work out a quota of sales by the groups A to E inclusive. This 
is not as difficult a proposition as one would imagine, and hardly 
anyone today can stand up against the great necessity of setting 
quotas to work against. For a bonus plan, however, the quotas 
must be on the basis of what is considered absolutely attainable 
rather than on some wild-eyed pep basis where anyone may be 
satisfied if 80% is secured. Such a basis may be all right for the 
“hurrah boys” of a sales campaign, but it is not the basis on which 
a sane sales incentive plan should be based. The basis should be 
what is actually believed possible of accomplishment, or what not 
only can be accomplished but excelled. 

Against each one of these group quotas will be computed the 
number of sales points in accordance with the standard points set 
in Step No. 2 in Figure V. This gives us a total number of points 
of the sales quota in the amount of 6,366. 

Step No. 4 on Figure VI is where we set the budget of selling 
expense for the selling of the quota which was set up in Step No. 
3. We arrive at a budget totaling $92,000, which amount is that 
which is considered reasonable for the selling of the quota of 
$894,000, expressed in Step No. 3 as 6,366 sales points. 

The concluding step of Step No. 4 is to divide $92,000.00 by the 
6,366 points, which gives us an allowed selling cost of $14.45 per 
sales point. 

Step No. 5 shown on Figure VII illustrates the computation of 
the selling bonus. 

The actual sales for each group are extended by the standard 
points set up for each group, and we find that we have sold a total 
of 6,652 sales points. 

Multiplying the points credited by the allowance of $14.45 per 
point, we arrive at an allowed selling cost of $96,121.00. 

The actual selling cost for the period is $91,820.00, which, sub- 
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tracted from the allowed selling cost shows savings for the period 
in amount of $4,301.00. 

We will assume that 33 1/3% of the savings are to be set aside 
as a bonus fund, and this gives us a bonus fund of $1,434.00. 

The total number of points assigned to the men who are to par- 
ticipate in this fund amounts to 580, which, divided into the bonus 
fund, gives us the bonus per point of $2.39. 

Step No. 6 shown on Figure VIII illustrates the distribution of 
the bonus where the points assigned to the various men are multi- 
plied by $2.39 to get the amount of bonus for each man. As in 
the case of the other illustrations, one-half of this is paid out in 
cash, and the other half goes to the reserve. 

This reserve, however, is treated differently than in the case of 
the manufacturing department in that no others are involved in its 
distribution. Therefore, the amount remaining in the fund at the 
end of the year is distributed to the same men on the basis of the 
same points. 

It will be noted that this plan is set up on the basis of group 
procedure, and that no individual has any quota or incentive plan 
as an individual. The reason for this may be stated in a few words. 

While some businesses permit of incentive plans for individuals, 
perhaps the majority are better treated in group procedures as 
illustrated herewith. The reason for this is that in the majority 
of companies the building up of the sales function has covered 
many years, and that the actual conditions are that the various men 
involved with the sales are in reality different grades of salesmen, 
all helping each other, rather than each salesman having explicit 
territories to cover. Of course, in those businesses where salesmen 
have absolutely clearly defined territories, and where the efforts of 
each salesman have no bearing whatever on any other salesman, it 
is perfectly possible and even more simple to set up a quota for 
each salesman to go with his budget of expense and give each a 
little incentive plan of his own. That is too simple to need any 
description. 

The illustration given herewith treats the sales department as a 
complete entity. In a company, however, which will have a sales 
headquarters with perhaps two or more distinct field divisions, a 
slight modification of this plan is necessary. In such cases, each 
division is treated exactly as this illustration treats the whole de- 
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partment, the sales manager of the division being the highest in the 
point list. 

The difference, however, lies in the fact that a proportion of the 
savings made from each division will be set aside to form an over- 
riding fund for the general sales department, and in this fund those 
who are eligible will form another point list whereby the over- 
riding fund will be split up for the benefit of the headquarters 
people. This latter scheme follows in principle the amount of 
savings set aside in the manufacturing departments for that shown 
as the executive fund. 

It is believed that a careful study of these three illustrations 
will give anyone a sufficiently comprehensive knowledge of the 
principles of setting up savings sharing funds so that an average 
amount of thought will indicate how these plans may be worked 
out in any normal or even abnormal business. 

In concluding this section, a word in respect to the setting of 
points for the participation of individuals may be of value. 

It is considered by a great many people that any division of a 
bonus should be in ratio to the salaries received by the participants. 
This is very fine in theory, but in practice it fails to work in an 
equitable manner. 

Let us say that in any department whatever we may have the 
situation where the head of the department has been with the com- 
pany for many years; has been given repeated raises; and, for 
illustration, we will say he is getting $10,000.00 per year. On ac- 
count of advancing age, and even on account of being left behind 
in the matter of new ideas, this particular individual is falling 
short of filling his job as head of the department. Sentiment, 
however, keeps him in the job, and the company provides an as- 
sistant who receives but $5,000.00, which, from the standpoint of 
length of service, is in reality a fairly good salary. From the 
standpoint of incentive remuneration, however, this assistant may 
be responsible for ninety or even one hundred per cent of the re- 
sults being produced. Why, therefore, should anyone argue that 
twice as much bonus should go to the chief of the department who 
in reality should be retired, and the assistant, who actually is the 
one producing the results, be cut off from the fruits of the savings 
which he is producing? 

As a matter of fact, the chief of the department is actually re- 
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ceiving a bonus in that his salary is continued at full rate when his 
effectiveness is either greatly reduced or may be at a vanishing 
point. In fact, in many of these cases it would be extremely 
profitable if such men were sent off on a continued fishing trip and 
the assistant permitted to have full sway. 

Reference to Figure IX will indicate three striking points— 
points which must be very carefully borne in mind and reckoned 
with. 


Ist—The excess area of surplu« effectiveness from 1880 to 
about 1914 of the department head of long service is or 
will be more than balanced by the excess area of salary 
up to 1940 from 1914. 

2nd—The excess area of effectiveness from 1920 to 1940 of the 
department head of shorter service is a current matter 
which demands recognition. 

3rd—The present day type of management and personnel con- 
trol is predicated on current results—the survival of the 
fittest. Therefore, a producer must be rewarded now— 
not in hopes for the future, as mergers, consolidations and 
changes in ownerships have almost scrapped consideration 
and wholly scrapped sentiment. To hold good men today, 
recognition must be given today. 


It is intended by this idustration to show that a salary basis for 
the distribution of bonus is an inequitable or even dangerous basis. 
The effectiveness of one individual as against another is the only 
true, fair and safe basis. 

Admittedly, this is an extreme case, but it is a case of which 
many thousands of examples may be found in every line of busi- 
ness, and practically all other cases involve a consideration of the 
principle involved, the only difference being in the degree of the 
difference in the effectiveness of the men involved. 

Another feature in respect to the use of points for the distribu- 
tion of incentives may be illustrated in the comparative value of 
all the various jobs as to the opportunity of influencing the making 
of savings or the increasing of profits. For instance, the treas- 
urer of a company, while valuable from the standpoint of honesty, 
integrity, and all such points, is not in a positicn to have a very 
noticeable effect in the making of savings or the increasing of 
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COMPARISONS OF 
SALARIES AND EFFECTIVENESS 
AS AFFECTING BONUS AWARDS 


EFFECTIVENESS 
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profits. A controller, however, who is thoroughly fitted for his 
job, may contribute very heavily to the increasing of profits. From 
a salary standpoint these men might be nearly on the same basis, 
but from the standpoint of participation in the savings made, and 
of increased profits over a given fixed amount, the controller should, 
if properly qualified, have a larger participation than the treasurer. 
This illustration is not picked out for any particular purpose other 
than to bring out the point in question. All other positions in the 
company vary along the same principle, although this variance dif- 
fers in different kinds of businesses, and also in the manner in 
which organization responsibilities are set up. 

The point being made, however, is that the participation in sav- 
ings made depends on the evaluation of the contribution of each 
individual, this contribution depending on the nature of his job, 
and to a great extent on the individual himself. In other words, 
the salary is not and should not be the positive basis of distribution 
for savings made and for participation in extra profits earned. Too 
many old, sentimental traditions are involved in the salary payroll, 
and the assignment of points for participation in the bonus fund 
serves as a very good medium to make up for justified inequalities 
in salaries which often become a very troublesome element. 


SECTION VII 


How “Profit Sharing” Plans Are Set Up—Stockholders Pro- 
vided For—Bonus Funds Computed and Distributed 


It has been stated that the highest officers of the company should 
participate only in the final profits, and in the following section it 
will be described how certain junior officers should participate 
partly in the over-all profits, but to a greater extent, in the results 
of their own departments. 

It will be well, therefore, for us to consider the matter of setting 
up a profit-sharing plan whereby an equitable division of profits 
may be made between the stockholders and the management. 

As was mentioned at the opening of this paper, a certain produc- 
tion of effort and results should accrue from the salaries paid every- 
one on the payroll. This effort should produce profits to approxi- 
mate a normal return on the capital involved in the business. Let us 
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call this return, for point of illustration, 6% on the net assets in- 
volved in the operation of the business. We will say also that the 
effort on the part of those who are receiving salaries may be termed 
normal effort, and this normal effort should produce a profit, which 
. we will call normal, of 6% on the net assets involved in conducting 
the business. 

Again referring to the reference made to salaries at the begin- 
ning of this article, we will assume that any profits above 6% on 
the net assets used in the business are the result of greater than 


PROFIT SHARING PLAN 


Stockholders Exemption @ 69 
Case I—10% of Profits Above Exemption 


Case IIl—Sliding Scale on Profits Above Exemption 


Profits Above Percentage 
Stockholders or 
Bonus Fund 


additional 1% greater percentage 


Example I 
: Profit of $500,000 above exemption 
9% of $500,000= Bonus Fund 


Example II 


13% of $900,000= Bonus Fund of...........2eeeeceeeeeeeees $ 117,000.00 
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normal effort on the part of the salaried personnel. It is with this 
extra profit, therefore, that we will concern ourselves in the matter 
of profit-sharing. 

We may state briefly, therefore, that a profit-sharing fund may 
be made up in one of two ways. In both these ways the first 6% of 
the net profits shall be set aside for the benefit of the stockholders. 

After setting aside profits to the extent of 6% on the net assets, 
we will create a profit-sharing fund by either one of the following 
methods. Case No, 1—Setting aside a fixed percentage of the 
profits above the stockholders’ exemption of a percentage which 
will depend on the nature of the business but which, for example, 
we will set at 10%, or, Case No. 2—By creating a fund through 
the means of a sliding scale which also will depend on the nature 
of the business, but which, for illustration, we will assume here 
will start at 7% of profits above the stockholders’ exemption up to 
$300,000.00, and an ascending percentage as shown in Figure X. 

By reference to this figure, a business is illustrated which has 
net assets of $5,000,000.00. This sets the stockholders’ exemption 
at $300,000.00, this being 6% of the net assets. 

Under the conditions of Case No. 1, which sets up a fund on the 
basis of 10% of the profits above the exemption, an example is 
shown where the profits are $1,000,000.00. In this case the re- 
maining profits above the exemption of $300,000.00 amount to 
$700,000.00. 10% of this remainder gives a bonus fund of 
$70,000.00. 

Case No. 2 will involve a sliding scale as shown in Figure X. 
Up to $300,000.00 profits above stockholders’ exemption, 7% will 
be set aside as a bonus fund. From $300,000.00 to $400,000.00, 
8% will be set aside. From $400,000.00 to $500,000.00, 9% will 
create the fund. And so on, with a 1% greater percentage for each 
$100,000.00 additional profit, without any limit. 

In the first example shown in Case No. 2, a profit of $500,000.00 
above the stockholders’ exemption would carry a bonus fund of 
$45,000.00. In the second example shown, where the profit is 
$900,000.00 above the stockholders’ exemption, the percentage 
would be 13%, and it would create a bonus fund of $117,000.00. 

The writer wishes to put in a most earnest plea for the consid- 
eration of the sliding scale on account of many reasons. Admittedly, 
the majority of boards of directors fail to see why there should 
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be an increasing scale for increased profits. A “penny wise and 
pound foolish” reasoning is that the profits are larger, anyway, and 
therefore, at a fixed percentage, the bonus fund increases in size. 

Admitting the foregoing to be the case, the writer’s answer to 
any such argument is in the Yankee method of asking the question 
as to who makes these super-profits—the capital or the manage- 
ment? Capital is an inert element. Management is the live ele- 
ment. When once the spirit of conquest gets into the blood of the 
personnel of an organization, the super-efforts which result there- 
from are the real and only reason for the super-profits. The same 
capital can, by super-effort, be turned over many more times than 
would be the case through normal effort. Therefore, those who 
are responsible for the super-effort should receive an ascending 
scale of reward. Most certainly, there can be no argument that all 
the excess profit should go to capital. 

The ever-recurring element of psychology enters into this mat- 
ter, and from a psychological standpoint alone, the sliding scale 
furnishes an increasing incentive which is a most healthy thing, 
and something which may be of exceeding profit to the stockhold- 
ers irrespective of how high the percentage may run, it being 
known at all times that the bulk of the profits go to the stockhold- 
ers in any event. 

Again referring to the spirit of proprietorship, when a man owns 
his own business, he is spurred on by the ever-increasing prospects 
of greater profits after the general and fixed expense of the busi- 
ness has been covered. From then on all profits made become clean 
velvet, and it is exactly this spirit which spurs men on who are in 
business for themselves to make money ‘and become real successes. 

Why, then, should any board of directors or group of stock- 
holders object to an increasing scale of percentage participation 
even though the profits themselves go higher and higher? It most 
assuredly furnishes an incentive to the executive personnel which 
brings into play a method which more closely approximates real 
proprietorship, and such a method cannot help but produce, in the 
mind of each executive individual, a greater and greater desire to 
produce big results. It becomes irksome to work hard and see 
most, if not all, of the profits go to stockholders who already have 
received a large return on their money. Why, then, should stock- 
holders or their representatives, the directors, fail to see the 
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enormous psychological value of an increasing percentage of par- 
ticipation, particularly when the profits may have gone far beyond 
the normal return? 

The distribution of these profits is a matter largely the same as 
the distribution of all the other bonus funds described in this 
article. In the case of these profits, however, there is the liability 
of using percentage more than points on account of the limited 
number of men involved. But this distribution, especially in large 
companies, may well be done on the point basis exactly in the same 
manner as in the case of all the other funds. These points, of 
course, are assigned by an evaluation of those who participate in 
the fund, taking into consideration the contributory value of each 
participant in the producing of the excess profits. 


SECTION VIII 


The Combining of “Savings Sharing” and “Profit Sharing” 
Features for Effective Results 


It has been mentioned before that the highest officials of a com- 
pany should participate for incentive purposes in the over-all profits 
of the company alone. That is, they should be on a profit sharing 
basis. It has been shown also that the majority of key men should 
participate in a bonus fund based on savings-sharing so far as their 
main bonus is concerned. 

There are, however, a number of cases in every company where 
there should be a combination of incentive payments as between 
the savings-sharing and profit-sharing plans. For instance, in a 
medium-sized company the manager of manufacturing might well 
receive one-third of his prospective bonus from the over-all profit 
fund, and two-thirds from an over-riding fund created out of the 
savings made by his various manufacturing departments. Like- 
wise, the manager of sales might receive, say, one-third of his 
bonus from the over-all profit, and two-thirds from the results of 
the various sales divisions under his control. 

Further examples could be given, but none would illustrate the 
point any better than just these two cases. The object of planning to 
have the bonus of these two officials come partly from profit-shar- 
ing and partly from the savings funds of their several divisions is to 
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produce two effects ; first, the participation in the over-all profit will 
stimulate a spirit of cooperation between the departments, and 
second, the participation in the savings in their own departments 
obviously will stimulate their interest in creating such savings, but 
not to the point of detrimentally affecting the over-all profit. 

In companies of various sizes, the proportion of the participation 
of various officials and department heads becomes a matter of 
adjustment in each particular company. Furthermore, the nature 
of the operations has a great deal to do with planning out the man- 
ner in which various individuals participate in the bonus funds 
which are set up. 

For instance, the chief designing engineer is a very different 
entity in different kinds of companies. In an automobile company 
the principal engineering function may be regarded as a cost re- 
duction function, and as such might well participate largely in the 
results of the manufacturing savings funds. In a textile industry, 
where weaves and styles are important, the chief designer may be 
regarded as having a great deal of influence in reading the public, 
thereby stimulating sales. 

A purchasing agent in some companies is a very vital factor in 
holding down the costs of production through scientific purchasing. 
In other companies where the great preponderance of cost is in 
labor, the purchasing department is not such a factor in the manu- 
facturing function. 

The combinations to be worked out as to the proportions of 
bonus which should be expeeted from profit sharing or from sav- 
ings sharing depend entirely on the relationships of the various de- 
partments one to another in each separate company. No particu- 
lar rule can be made, but if the principles underlying these execu- 
tive methods are thoroughly understood, there should be no trouble 
in working out a proper set-up. 


SECTION IX 


Incentive plans in themselves are nothing but mechanisms. They 


provide a means, however, for the exercise of far reaching psy- 
chological effects. These effects do not come, though, as auto- 
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matically as one might suppose. In many organizations there may 
exist old prejudices in respect to remuneration matters ; a lack of 
confidence in the sincerity back of a new incentive plan; a lack of 
understanding of how incentive plans work and many other angles 
of thought. 

Therefore, let us assume that we have a company provided with 
the very best possible incentive methods from workers in the shop 
to the chairman of the board. The workers are on the basis of 
standard time performances, the key men—foremen and superin- 
tendents of the manufacturing department—are on a savings in- 
centive plan, the key men and salesmen of the sales department are 
on an expense, volume and gross profit plan of incentive, the gen- 
eral staff departments are on a savings and profit plan, and the 
line executives and chiefs of major departments are on an over-all 
profit incentive basis. As to incentive methods, therefore, we are 
all set for doing business. 

Now, how do we stand for cashing in on this complete mechan- 
ism? First, have we an executive leadership to inspire and lead to 
the big things? Second, have we a group of major department 
heads who are in full sympathy with the chief executive and who 
reflect his leadership down through the organization? Third, do 
all these major department heads fully understand and implicitly 
believe in the incentive methods as set up? Fourth, has there been 
provided a sufficient organization to follow specifically every move 
of each part of the incentive plan, studying where it is producing 
incentives and where it is not, and finding the reasons therefor, 
contacting with every one participating in the incentive scheme, ex- 
plaining, pointing out the great opportunities, encouraging every 
one, causing to be remedied set-ups which seem out of line, and in 
every way possible assisting the management in making the incen- 
tives work? Greatest of all the psychological effects to be brought 
about by such activity is that of instilling into every incentive par- 
ticipant the spirit of proprietorship—such being exactly the spirit 
which should possess every participant under a properly set up 
incentive plan. 

When any individual owns something he will, if normal, fight 
to preserve and better his possession. In these days of big busi- 
ness, with corporate ownership broad and expanded, private con- 
cerns are largely a thing of the past. How, then, can this power- 
1169 


| 

fi : 

a 

\ } 


N. A. C. A. Bulletin 


May 1, 1930 


ful element be injected into big business and how can it be cap- 

italized and profited from? By simply setting up some kind of 
profit or savings sharing? Most assuredly, no; as any such 
mechanism without constant education and rigid follow-up will not 
in itself produce anywhere near the best results. 

Incentive methods based on operations for which an individual 
or a small group of individuals is responsible are sure to promote 
a spirit of proprietorship if effectively sold to the participants. In 
any division of the manufacturing department, while cooperation 
with other divisions is, of course, essential and must be promoted, 
the principal objective is to perform certain conversion operations 
at a standard or better. If better, a portion of the savings goes to 
those who are responsible for the savings. In a branch sales office, 
a certain performance is set as a standard. If this standard is 
beaten a bonus is earned. No matter whether the company as a 
whole makes a profit or not, these bonuses are paid if earned. 

Can any greater opportunity be presented to promote a real, 
overpowering spirit of proprietorship in the minds of the respon- 
sible heads and assistants in such departmental units? Will any of 
these men, pre-agreed as to the fairness of the standards set, allow 
anything to stop them from beating their standard if they are 
properly sold on the idea? Certainly not ; and this spirit which will 
drive them is most surely the spirit of proprietorship. 

It is no reflection on any one to say that all of us can produce 
far greater net results than we have ever produced in the past. And 
even when we have produced more, we can still do better, and then 
some. If any truthful individual will think over how he spends 
each day he will admit that it could have been better spent. And 
the better spent a day is the greater the vision of how still better 
each day may be spent. 

The great trouble with all of us is that we think of lots of good 
things, let the thoughts slide away, and keep going in the same old 
way. Routines are preserved for years which could be either 
altered or cut out. Practices are followed long after they have 
become passé. Conversation and conferences are always longer 
than necessary. Minutes and even hours are spent daily in a man- 
ner non-productive of tangible results. We, all of us—from high 
executives all down the line—can do more; can think more effec- 
tively ; can take less of the other fellow’s time; can work up better, 
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simpler and less expensive methods, can raise our net accomplish- 
ments to a higher degree. We become as fixed in our daily habits 
as the planets are in their several courses. 

Two things will shake us out of our fixed courses. First, a fear 
of losing our jobs when we are under fire, and second, an incentive 
to do better whereby we benefit automatically from betterments 
made. Management is responsible for having created many morons 
by failing to reward properly when individuals have shown ability. 
Incentive methods eliminate the personal element which has failed 
in the past, and provide a scheme whereby more than routine effort 
brings its reward by a fixed plan. 

Many individuals are often fitted only for the job they are in. 
They would fail in other jobs. Incentive methods fulfill a won- 
derful service in such cases, as they provide a means for greater 
effort in a fixed job to bring greater automatic remuneration. In 
other cases greater effort brings out latent abilities which not only 
increases present income but also places the participants in line for 
promotion to better jobs. 

Incentives tap the reserve powers ; the latent abilities ; the hidden 
forces which lie dormant in the majority of us. Loyalty to one’s 
company is a meagre force as compared to loyalty to one’s self and 
family. Give any one the opportunity to increase his income with- 
out fear or false promises and the results are often close to aston- 
ishing. Who will not extend himself to experience the joy of hav- 
ing more in his investment account, or a better education for his 
children, or a little better house to live in? 

Incentives work because they produce a psychological effect that 
is irresistible. No power on earth equals a psychological effect pro- 
duced through the means of stimulating human effort. No physical 
power exists which has not required the human effort to harness 
it for productive use. Therefore, if we can stimulate human effort 
we stimulate that which pays enormous returns. And when a 
portion of these returns is shared with those who are responsible 
for them, a natural stimulation takes piace. That is how incen- 
tives work. 

The spirit behind the movement of setting up incentive methods 
is the greatest selling element. If the management sets up incentive 
methods just because it seems the thing to do to keep up with other 
industrial Joneses and has not a real, deep-seated confidence in the 
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methods themselves and the purpose for which they are intended, 
no amount of subsequent selling can overcome such a handicap. 

But, if a management is of the true blue, leading, stimulating, 
man-building type, the job of selling the incentive idea is largely 
done right at the start. From then on the selling of the idea con- 
sists more of interpreting the ideas, assuring the integrity of all 
figures, watching and interpreting results and contacting all par- 
ticipants with constant encouragement and visions of better and 
better results to come. The basic standards on which incentives 
are built should never be used as a chopping block on which to 
split the destinies of key men. Rather than that, they should be 
used as a mutually agreed par to meet and beat. And when the 
par is not reached, it is a signal for cooperative help rather than for 
a big stick court martial. 

The sportsmanship connected with incentive methods is a power- 
ful selling argument to every one for pulling into the game. We 
all watch the score board at a ball game; we watch the stock market 
prices ; we follow all kinds of games. Why not make a game of 
our everyday life—with far more satisfactory and safe results? 
This element appeals very strongly to the rank and file. 

As the bonuses resulting from any incentive plan mean better ac- 
complishment, it is an inescapable fact that many men, good and 
true, require a lot of continual encouragement and selling to keep 
up with the procession. Nearly all men who have been along the 
same old route for many years find it hard to speed up or even 
change their thoughts and methods. These men need a lot of real 
help and encouragement. But when the vision finally comes, the 
results well justify the effort. 

In the sales department we find perhaps the greatest difficulty in 
selling the idea of a basic performance at a fixed expense. But, 
notwithstanding the difficulty which might be encountered, the suc- 
cess which follows the use of incentive methods is such that even 
the key men of the sales department become the staunchest en- 
thusiasts for such methods. 

There is no limit in time to the selling efforts which should be 
maintained back of an incentive method. The possibilities of bet- 
tering results always will exist. The ultimate is never reached. 
Therefore, a permanent scheme should be set up to sell, help, en- 
courage, safeguard and make ever more successful the methods of 
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extra remuneration which mean so much to the stimulation of 
' greater and greater effort. 

Incentive methods contribute heavily toward building men. 
Many men, as mentioned previously, reach a certain point in 
progress and there they stop. Lack of measurement of men or 
groups of men has made it difficult for management to know where 
and how to lend its aid to men who need aid and who are worth 
aiding. The very structure of a properly set up incentive method 
furnishes an invaluable guide to management for selling to every 
one the opportunities which they have—not only to earn extra re- 
muneration but also to win advanced positions by super-accom- 
plishment. 

Real, constructive management is concerned not only with stimu- 
lating extra remuneration for the benefit of the men and the com- 
pany, but even to a greater extent is concerned with raising the 
standard of the entire personnel, thereby preparing every one for 
the bigger and better positions which always are ahead in a 
progressive institution. Many men are so constituted that they 
fail to realize their own possibilities. Incentive methods bring out 
such possibilities, and once started the development of these latent 
possibilities often leads to promotions never dreamed of. 

Many men say that no incentive plan could possibly stimulate 
them to accomplish any more than they are doing on a salary basis. 
Probably some are correct in such a statement for more than one 
reason. And perhaps, if the same measurement schemes were in- 
troduced to gauge salaried men without promise of extra remuner- 
ation, the fear of odious comparisons might stimulate better re- 
sults. But human nature responds to the fixing of responsibility 
and particularly to any kind of a deal which appeals to the sport- 
ing instinct. Where a definite plan assures a definite reward for 
beating a definite goal, the natural impulse of a red-blooded hu- 
man being is to do it. 

Then again, incentive plans eliminate a natural feeling in nearly 
every one that “the boss” never quite comes across with what he 
should in the line of salary increases. Often this is true—some- 
times purposely, sometimes entirely through lack of real knowledge 
of actual performance. Therefore, making incentives work as a 
guarantee of fairness both to the management and to subordinates 
is indeed a field which holds valuable consideration. 
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Incentive plans guarantee the company a profitable perform- 
ance before extra remuneration is earned, and more profits after- 
ward. Incentive plans guarantee the personnel an unbiased, auto- 
matic and fair extra remuneration for super-effort which pro- 
duces better results. What more can be asked? 


SECTION X 
Conclusion 


The great secret of net profits and of an equally important ex- 
pression of success—“That is a wonderful company”—lies in the 
leadership which conceives, outlines and carries out management 
policies which make men. No organization chart, record scheme, 
sets of standards or incentive plans in themselves can ever make 
the slightest start on supplanting real leadership. 

But leadership of the true type automatically brings into play 
the mechanisms necessary for setting the scene for successful op- 
eration. It tunes up all procedures whereby men may perform 
their jobs intelligently, with full cooperation, with reasonable 
authority and with a scheme in force where each responsible in- 
dividual has a vital interest in the results accomplished. 

It is in such a picture that executive and key men incentives 
take their place as a powerful and effective force whereby a sense 
of proprietorship is created and fostered, thereby breaking down 
the depressing effects of big business and to a very considerable 
degree substituting therefor a semblance of the old order of things 
where men operated small units with large success. 

In concluding this story of Executive and Key Men Incentives 
a word of caution may be of value. The mechanical methods of 
setting up incentive plans is almost the least consideration. It is 
the spirit behind the movement which counts. The fairness of 
the budgets and quotas means much to both the company and the 
men. The nature and effectiveness of the measuring sticks are 
of extreme importance, and the picking of participants and the 
setting of their respective point ratings require a very careful, 
fair and disinterested consideration. 

The various incentive funds must be based on logical groupings 
where there will creep in no doubts as to authority or responsi- 
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bility whereby results become clouded. The psychological effect of 
setting up funds where no cross purposes will interfere is invalu- 
able. Inversely, an incentive scheme whereby the responsibility 
for results is in doubt is psychologically detrimental. Therefore, 
one of the greatest requirements of setting up an incentive plan is 
knowledge of what to do and the carrying out of all the moves in 
a straight-forward, unbiased, logical and fair manner. 

Executive and Key Men Incentive plans, properly set up and 
honestly administered, constitute a most powerful and effective aid 
in the increasing of net profits. 
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